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Selling Securities to Employees
By Julius E. Rhodes
“Any corporation may, with the consent of the stockholders either
under such restrictions as they shall impose, or upon such terms and for
such consideration as they shall direct, issue any part or all of its unissued
stock or additional stock authorized pursuant to section 22 or section 62
of this chapter to employees of a corporation or to employees of a
subsidiary corporation.”—Laws of New York, 1921, chapter 361.

Due to this recent legislation, there has been a widespread
demand by employees to purchase stock of their respective
companies. Various representative concerns have launched issues
of stock to tide over the influx of demand of their employees.
Five distinct advantages offered to employees of a public
utility corporation are:
1. To make the employees and the company actual partners
financially as well as partners in community advancement.
2. To obtain capital for construction purposes in order to
provide greater service.
3. To provide a sound investment for the capital and savings
of citizens.
4. To maintain good public relations.
5. To bring about the distribution of earnings (or wages paid
to capital) among employees.
The sale of stock to employees of a corporation is usually
regarded as a device for profit-sharing and as fundamentally a
method of cultivating the goodwill of employees rather than a
method solely of raising capital. Stock-sellers have always been
instructed to inculcate into the minds of employees the principle
that investment is a multiplier of thrift—as Benjamin Franklin
said, “A man’s heart is where his interests are.”
Since the inauguration of this stock-plan there have been
several concessions offered to employees. These are:
1. Permission to purchase at less than market value stock
offered by a corporation.
2. Payment on the instalment plan or payment made by
deductions from salary and wages in monthly or weekly instal
ments.
3. Should the company offer to its stockholders rights to
subscribe to new issues of its stock prior to the date when the
final instalment payments (as described in 2) become due, the
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company will credit the subscriber with the average value of such
“rights.” This credit will operate to diminish the amount to be
paid in cash by the subscriber.
Two sound selling arguments from the viewpoint of the stock
salesman are safety and yield; but there should be extreme care
never to make rash promises as to profits, privileges or resales.
Salesmen have been instructed to abstain from criticizing other
securities or even urging that other securities be dropped. There
should be no prediction as to the trend or prospective develop
ments of the market.
It is questionable whether a company is justified in selling
stock to its employees to raise new capital. Certainly, company
officers who would encourage employee ownership as a means of
securing funds for “emergency” purposes should be severely
censured. Questions have been raised regarding the sale of
common stock to employees during a period of depression in order
to secure working capital. It is conclusively proven that such
methods are precarious and the results may be disastrous for both
employees and officers of a corporation.
The company which purposes to sell stock to its employees
assumes a serious obligation. It should, in the first place, care
fully instruct its employees as to the significance of “ownership”
in the business and should explain to them the essential factors
of business organization. In many cases employee ownership has
been placed on a largely philanthropic basis and may be classed
under the head of “profit-sharing” or “welfare-work.” There
are instances in which the aim has been purely one of profitsharing and it has been thought more advisable or perhaps has
been more convenient to distribute the profits of the company in
the form of stock than in the form of cash payments. There
have been two important arguments employed in favor of the
stock-part-payment plan:
1. To give the employee a share of the profits of the business,
the amount being based usually on the amount of his earnings or
the length of his service.
2. To urge the employee to become a stockholder and thus
become a part-owner of the business thereby receiving a share
of the profits of the business as a result of his stock ownership.
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The effects are:
1. The plan tends to retain employees in the service of the
company, because it increases their interest in the corporation.
The costs of high labor turnover are thereby reduced.
2. It serves as an incentive for better service since the employee
shares in the success of the company.
3. It enables the corporation to secure funds more easily and
cheaply.
4. The employee saves the expense of commission incurred in
purchasing stock from brokers.
5. The employee is provided for in case of illness—payments
may be suspended until stipulated date.
6. If an employee ceases to be in the service of the corporation,
his subscription will be canceled and the total amount paid by
him by deductions from salary or wages plus interest at the rate
of 7 per cent. (General Electric Co.) will be refunded.
The plan worked out well in a large food-products house
which had lost many highly trained executives because of more
attractive salaries offered them in other plants.
It is further necessary to warn employees against the evils of
speculation.
Simplicity and clarity are absolutely essential to a successful
operation of the plan. The employee must know exactly what
he may expect in a financial way and exactly what limitations are
imposed upon him. This will educate employees to read the finan
cial pages of the newspapers, to interpret the balance-sheets and
financial statements published by the concern and to become versed
in questions of the trade market and the particular business of
the organization.
As a rule employees should not be encouraged to buy anything
but an “investment” interest in the business. That is, the company
should sell them preferred stock rather than common stock. This
preferred stock should also carry with it carefully worked-out
protective provisions applying to the common stock for the benefit
of the preferred stockholders. The decision in this matter will
depend largely on the nature of the company and its record of
past earnings.
Absolute impartiality and the careful avoidance of any compul
sion are essential to the success of any plan which may be adopted.
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The American Telephone & Telegraph Co. has issued an employee
stock plan. On page four of this stock plan the following appears
under section 9.
“No employee is under any obligation to purchase stock.
The present standing and future prospects of an employee
will not be affected in the least degree by his decision as
to the purchase of stock.”
From a stock plan offered by the General Electric Co. the
following is taken:
“Employees are under no obligation whatever to make
subscription in accordance with this plan.”
Some companies, whose labor problem is a serious one because
of their relatively large number of employees, have encouraged
employee ownership with a view to preventing strikes or discour
aging the formation or the joining of unions by their employees.
In other words, it is more useful as a means of labor management
than as a device for raising capital. Many concerns have hoped
to decrease their labor turnover by making an owner out of the
employee. Other companies have had uppermost in mind the fact
that, during the period of inflated wages, overtime work and the
like, the efficiency of employees begins to be much curtailed,
partly because of the attitude of the workers themselves. It was
felt that if these workers could be given an investment interest
in the business, they could more readily understand its financial
operations and, seeing the direct relation existing between the
effectiveness of labor and profits available for dividends, would
work with a better will and increasingly to the advantage of all
concerned. Furthermore, there has undoubtedly been the desire
on the part of the management to educate the employees
as to the problems and methods of business. Many employers
have rightly surmised that the only sure method of adjusting
industrial differences and lowering the cost of living is through
a patient campaign of education to bring the worker to a point
where he will understand the economic principles involved in the
production and the distribution of wealth.
With the benefits and advantages derived from the plan there
have loomed up several disadvantages which tend to nullify the
benefits.
Employees sometimes regard the plan as a species of pater
nalism and resent it. They may consider it a scheme to lull
them to repose or to weaken their labor organization. They
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sometimes say that the average employee can never earn enough
to make him feel as though he were a partner in the business. In
short, it does not reduce labor turnover nor increase employee
“esprit de corps.”
Directors fearing to incur the displeasure of employees may
fail to pass dividends when conservative financial policy indicates
such action. This weakens the corporation financially.
Five members of the board of directors of the Philadelphia
Rapid Transit Co. had threatened to remove from office the
president, I. T. Mitten. The 3,000 employees rallied and cast their
ballots in his favor. The result was a clean-cut victory. Had the
employees not been partners financially, there would have been
another story to relate. The board of directors demanded his
removal but I. T. Mitten retained his office of president and laid
down specific requirements for the benefit of all the shareholders:
1. That the railroad must be divorced from politics and must
give
2. Adequate transportation.
3. It must recognize the efforts of motormen and conductors by
increased wages as increased efficiency will permit.
4. The company must build up the property and insure the
investors a return upon the $30,000,000 of actually paid-in capital.
5. Ownership in the hands of the employees separately is much
safer than in the hands of single wealthy individuals because it
discourages manipulation and waste. Organized speculation on
the part of employees is provided against by the rules and require
ments set forth by the various stock-plans. With this principle
in mind it naturally follows that employees who have the minimum
amount of capital available will be opposed to the idea of taking
any risk beyond their limit. Whereas capitalists who have
the cash and credit available will be sure to grasp any opportunity
to make a profit.
The following is a group of large representative organizations
of both industrial and public-utility nature, all of which have
launched with more or less success the employee stock plan:
The United States Steel Corporation.
1. Issued stock at $81.00 sale price.
2. Shares were given in proportion to salaries.
(a) Salary of $795 or less entitled to 1 share.
(g) Salary of $10,000 to $32,000 entitled to 15 shares.
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3. Payments to be made on instalment plan or by deductions
from wages or salaries.
4. A bonus of certain percentage is given to those who hold a
share of stock for 5 years.
(January, 1921.)
Eastman Kodak Co., Rochester, N. Y.
1. Issued 10,000 shares of stock, par value $100.00.
2. Employees having served from January 1, 1918, for two
years or over and not more than five years are allowed the
privilege of purchasing stock at two (2) per cent. of their
total wages earned for five years.
3. Payments to be made in instalments.
(January 28, 1921.)
Standard Oil Co. of New Jersey.
1. Stock sale price fixed at $155.00.
2. Employees allowed to subscribe for stock up to 20 per cent.
of their salary.
3. For every dollar so subscribed the company will pay addi
tional 50 cents.
(January 28, 1921.)
Montana Power Co.
1. Sale price of share of stock fixed at $53.
2. Payments to be made on the following terms: twenty per
cent. down; balance annually.
(1920-21.)
Midvale Steel & Ordnance Co.
1. In 1920, 8,000 shares of stock were sold to employees at the
rate of $50 a share. In 1921, 6,000 shares of stock were
sold at the rate of $35 a share. In the latter case the quota
was oversubscribed.
Bell Securities Co.
(Affiliated with the N. Y. Telephone Co.)
The Bell Securities Co., a subsidiary of the American Telephone
& Telegraph Co. was formed for the purpose of selling securities
of all the subsidiaries to employees and subscribers. The following
is a statement of the president of the American Tel. & Tel. Co.:
“To the employees:
“Under the first stock plan and its extension, 22,155
employees have become stockholders owning 104,781 shares,
and under the second stock plan 41,325 employees are now
paying the instalments which will entitle them to owner
ship of 174,500 shares.
“William B. Thayer, President.
“May 21, 1921.”
109

The Journal of Accountancy
Of the many subsidiaries affected by this plan, two may be
mentioned here:
1. Southwestern Bell Co., of Texas.
2. On August 5, 1922, it issued preferred stock at par, seven
per cent., amounting to $5,800,000.
3. Distribution was made:
63 per cent, to switchboard girls.
19 per cent, to mechanics and pole workers.
18 per cent. to clerks in the administrative office.
1. Chesapeake & Potomac Telephone Co.
2. Three million issue 7 per cent. preferred stock.
3. Eighty-five per cent. was controlled by switchboard girls.
4. Quota was oversubscribed.
(May 1, 1922.)
Since 1921, there has been a great addition to the number of
shareholders on the books of the American Tel. & Tel. Co. The
last figures, May, 1923, are:
46,000 fully paid shareholders.
94,000 partly paid shareholders.

150,000 total number of shareholders.
United Drug Co. March, 1914.
1. Sponsored by retail druggists to sell stock to their clerks
and employees.
2. Preferred stock at $55.
3. Oversubscribed.
Pacific Gas & Electric Co.
1. Public utility company.
2. Purpose of community advancement.
3. Issue of $6,300,000 at 7 per cent.
4. Oversubscribed.
Dennison Manufacturing Co. (Framingham, Mass.).
1. Established 1844.
2. On the basis of an average cash dividend on outstanding
industrial stock, employees would receive 10 per cent.
3. The following is a table of development of employee owner
ship :
Shares distributed No. of employees
March, 1913
15,122
167
44
1914
18,604
211
"
1915
12,779
218
44
1916
12,884
228
"
1917
43,752
260
44
1918
19,015
288
44
1919
30,740
320
44
1920
57,363
364
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General Electric Co.
1. Plan inaugurated October 14, 1920.
2. Present fixed subscription price for one share of stock,
$116. There has been deducted from this amount a credit
of $20 offered to all subscribers.
3. Privileges of subscribing for one to 10 shares of stock.
4. Employees may withdraw at any time and will receive total
amount of money paid in.
With these specific instances as precedents, there can be no
doubt that if rightly employed, with careful planning and cautious
administration, with absolute integrity on the part of the manage
ment and a vital interest in the welfare of the workers, a company
can accomplish highly satisfactory results through the encourage
ment of the sale of stock to employees.
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